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CREDIT CURRENCY. 



BY A. B. HEPBURN, PRESIDENT OF THE CHASE NATIONAL BANK, 

NEW YORK, FORMERLY COMPTROLLER OF THE 

UNITED STATES CURRENCY. 



A commission created by the American Bankers' Association, 
consisting of fifteen representative bankers from various parts of 
the country, representing National and State banks, savings-banks, 
trust companies and private bankers, recently convened in Wash- 
ington, and, after much deliberation, formulated principles and 
unanimously recommended a plan for improving the currency. 
It is not a comprehensive, scientific plan, but one involving sim- 
ple changes in present law which, it is believed, will prove of 
material advantage to the business interests of the country. The 
essential feature of the plan, and the one destined to provoke 
the greatest discussion, is the recommendation for a credit cur- 
rency. The Commission says: 

"We are unanimously of the opinion that changes in the existing 
bank-note system are imperatively required. We find that the present 
Tolume of bank-notes is wholly unresponsive to the demands of com- 
merce. It does not expand with the need for currency in the crop- 
moving period, causing stringency, nor contract when the uses for cur- 
rency are less extensive, causing redundancy. We find that the banks 
are under the necessity of parting with their reserve money to supply 
the demand for currency at certain seasons, although that demand would 
be quite as well •satisfied if banks could supply their credit notes instead 
of depleting their reserves and causing a contraction injurious to 
business." 

And, to remedy this defect, the Commission recommends: 

" 1. Any national bank having been actively doing business for one 
year and having a surplus fund equal to twenty per cent, of its capital 
shall have authority to issue credit notes as follows, subject to the rules 
and regulations to be determined by the Comptroller of the Currency: 
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" (a) An amount equal to 40 per cent, of its bond-secured circula- 
tion, subject to a tax at the rate of 2% per cent, per ammwm upon the 
average amount outstanding. . . . 

" (6) A further amount equal to 12% per cent, of its capital, sub- 
ject to a tax at the rate of 5 per cent, per annum upon the average 
amount outstanding in excess of the amount first mentioned. 

" 2. The same reserves shall be carried against credit notes as are 
now required by law to be carried against deposits." 

The plan also provides a 5-per-cent. guarantee fund to be con- 
tributed by the banks taking out circulation at the inception, 
which shall be kept good by imposing a tax upon the circulation 
issued, and out of that fund the Government shall redeem the 
notes of all failed banks, immediately upon presentation. The 
notes of all solvent banks are to be redeemed at " numerous re- 
demption cities, conveniently located in various parts of the coun- 
try," to be designated by the Comptroller of the Currency. The 
present bank-notes are good beyond question, but their volume is 
in no degree responsive to the varying demands of business; no 
bond - secured circulation ever can be. In order to take out 
$100,000 circulation under the present law, a bank must first 
purchase, and deposit with the United States Treasurer, $100,000 
in Government bonds. The present cost of these bonds would 
be $104,000. The bank, therefore, is compelled to invest in bonds 
$4,000 more than it is permitted to issue in notes, thereby im- 
pairing, instead of increasing, its ability to serve the commercial 
needs of the public by taking out circulation. 

That the proposed notes would be good beyond peradventure 
is a conclusion that must follow a candid analysis of the plan. 
A bank-note is a demand obligation, in principle and in practical 
effect essentially the same as a bank deposit. A bank deposit 
represents a specific voluntary act on the part of the depositor; 
a bank-note is issued in form convenient for transmission from 
hand to hand; its reception, however, is wholly voluntary, and 
yet, being allowed to circulate as money, it is the bounden duty 
of the Government authorizing the same to see that the ultimate 
redemption of such notes is placed beyond doubt or delay. The 
National banks, at the present time, have deposits placed with 
them by the public amounting to $5,897,777,000. The banks are 
required to keep cash reserves against such deposits — 25 per cent, 
in cash in central reserve cities; in reserve cities, 25 per cent, 
one-half in cash in bank and one-half with an approved reserve 
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agent in a central reserve city; other banks are required to keep 
15 per cent, reserve, two-fifths of which must be in cash in bank 
and three-fifths of which may be with an approved reserve agent. 
The banks are required to make five sworn reports of conditions 
annually, and to publish the same, and compliance with the law 
is enforced by supervision and regular examination. With the 
growing wealth of the community at large, the principal element 
of banking power has come to be deposits, which, in the National 
system, are more than four times the capital and surplus. De- 
posits with National banks, these demand liabilities, have grown 
regularly and continually since the organization of the system 
—from $725,000,000 in 1866 to $5,897,000,000 in 1906— and 
public confidence has grown with them. These demand liabili- 
ties, deposits, increased by $382,000,000 during the year ending 
October last, and nobody thought that the banks were weakened 
thereby. The plan under consideration contemplates the issue 
of currency against the credit, the financial responsibility, of the 
banks, in an amount not exceeding 25 per cent, of the capital 
stock, at a fair rate of taxation (2% per cent.), and an amount 
equal to 12% per cent, of the capital stock, at 5-per-cent. taxa- 
tion, such currency to be protected by the same reserves as are 
required against deposits, and also by a 5-per-cent. guarantee 
fund maintained in the Treasury of the United States. Should 
every bank avail itself of the maximum privilege at the same time, 
a most improbable if not inconceivable happening, such currency, 
such demand liabilities, would thereby be increased far less than 
the demand liabilities of the banks were increased last year by the 
growing volume of deposits. 

The popular misunderstanding of the currency question is 
largely due to the fact that the public does not realize that the 
liability of a bank is essentially the same whether it issues a 
bank-note, title to which passes by delivery, a certificate of de- 
posit, a Cashier's check, title to which passes by endorsement, 
or grants an open credit upon its books. They are all demand 
liabilities, and must be redeemed in lawful money when required. 
The history of the National banking system for forty-two years 
shows that an annual tax of one-fourth of one per cent, levied 
upon outstanding bank-note circulation would have raised an 
amount more than sufficient to have redeemed every note of every 
failed bank, and that, too, without reference to the Government 
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bonds deposited as security. This plan provides a guarantee 
fund at the outset of 5 per cent., which is to be maintained from 
the proceeds of taxation. From this fund the Government must 
immediately redeem the notes of all failed banks, which may be 
presented; of course going banks will redeem their own. 

Vital statistics covering a period of years enable life-insurance 
companies to conduct their business with safety and reasonable 
certainty. Data covering destruction of property by fire in the 
past enables fire-insurance companies to gauge with reasonable 
certainty the losses of the future, and to predicate their business 
with safety thereupon. Bank mortality is much more easily and 
accurately ascertained. As to no business in the country do we 
possess such exact information as we do with reference to banks. 
Jf, then, the business of the life and fire insurance companies 
can be safely predicated upon the statistics of the past, it is idle 
to argue that the proposed credit currency will not be rendered 
safe beyond peradventure by the guarantee fund provided, to say 
nothing of reserve. The plan properly gauges the authorized 
currency in proportion to the amount of circulation secured by 
Government bonds. British Consols, paying 2% per cent, in- 
terest, sell at 86%, and German Imperial 3-per-cents. sell at 85; 
United States 2-per-cents. sell at 103%. The reason of this 
is, not that the financial credit of the United States is so much 
better than that of England or Germany, but that United States 
bonds are usable as a basis for bank circulation, issued at par 
and subject to the very low tax of one-half of one per cent, per 
annum. The very low interest rate at which the Government has 
its indebtedness carried and the very high price at which it is 
able to sell its bonds (the last issue of Panama bonds averaging 
104), represent, in effect, a contribution to the Treasury of the 
United States by the National banking system. But for their 
use as a basis of circulation, these bonds would approximate the 
same level in price as the obligations of other first-class nations. 
The higher the credit of a nation the higher the credit of its 
citizens; the proposed plan, therefore, wisely guards against the 
depreciation of Government bonds by proportioning the credit 
currency thereupon. The plan provides for the issue of 12*4 
per cent, of a bank's capital without relation to bond-secured 
notes, suhject to a tax of 5 per cent. A 5-per-cent. tax with 25- 
per-eent. reserve would make such currency cost the banks 6*4 
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per cent., not including the expense, clerical and otherwise, in 
issuing, handling and redeeming such notes. Manifestly, such 
currency would be used only in emergency. Let us see how the 
plan would work. A New York bank with $5,000,000 capital, 
in order to avail itself of the maximum of credit currency, would 
take out 62% per cent, of its capital in currency secured by 
United States bonds, $3,126,000; credit notes (2% per cent.), 
$1,250,000; emergency notes (5 per cent.), $625,000; total, 
$5,000,000. Without taking out any bond-secured notes or any 
low-tax credit notes, such bank might, in an emergency, issue the 
$625,000 subject to the 5-per-cent. tax and thus, under the sanc- 
tion of law, afford the public the relief which has heretofore been 
crudely and partially afforded by the use of Clearing-House cer- 
tificates. I say " crudely and partially," for the use of Clearing- 
House certificates amounts to a suspension of currency payments 
as between banks, and thus savors somewhat of repudiation of 
contracts. Clearing-House certificates are no longer available as 
a means of relief. Their issue by any city would be hailed as a 
danger - signal, and would divert from such city a greater 
amount, in exchanges withheld, than could possibly be equalled 
in the use of Clearing-House certificates. The maximum amount 
of Clearing-House certificates issued by New York at any one time 
is $41,490,000. The daily exchanges of the New York Clearing- 
House last year averaged over $300,000,000. The fear of Clear- 
ing-House certificates and inability to collect in currency would 
induce the withholding of exchanges and the diversion to other 
points of an enormous amount. Besides, we have become a World 
Power in matters of finance, and the world must know that any 
funds deposited can be withdrawn any time and in any form at 
the option of the depositor. It is, therefore, of the highest im- 
portance that the Government provide instrumentalities for pre- 
venting an emergency, if possible, and tiding it over if it must 
come. The currency, subject to the lower tax, would enable the 
banks in different sections of the country to meet quietly and 
satisfy the local demand, thereby preventing the situation from 
becoming acute. What we really need is a currency that will 
prevent emergencies. Business should, however, have the addi- 
tional safeguard of a highly taxed, expensive currency that may 
be resorted to in cases of extreme need. The criticism is made 
that the tax of 2% per cent, is too low; that the interior banks 
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would issue this currency and keep it out all the while; that it 
would amount to inflation. If that be true, the rate of taxation 
should be increased; but let it be remembered that the cost of 
redemption is very considerable and somewhat difficult to esti- 
mate. The cost of issuing and redeeming a note which remains 
outstanding only three days is quite as great as if it remained out 
a year, and, with proper facilities for redemption, the Commis- 
sion believes it impossible to keep this currency out for any con- 
siderable length of time. The National bank-notes presented for 
redemption last year amounted to $278,550,060 ; of this amount, 
$136,252,360 was presented from New York City and $50,000,000 
from Boston, Philadelphia and Baltimore. Under the present 
law, National bank-notes are redeemed in Washington, and the 
reason there are not more presented for redemption is found in 
the expense and the loss of interest incident thereto. The rea- 
son that so great a proportion is presented from near-by places 
is because of the lessened cost and the fact that reserve money is 
received in exchange therefor. The present bank-notes circulate 
in the city of New York only so long as they remain in the 
hands of the people. As soon as they are deposited with the 
banks they are forwarded to Washington for redemption, and, 
in exchange therefor, money is received which counts in a bank's 
reserve. With redemption agencies established in every State in 
the Union, so that this credit currency would always be within 
twenty-four hours of a redemption agency, it is certain to be 
presented for redemption. Every bank, where bank currency is 
available, will use its own notes and send in the other banks' 
notes for redemption, instead of paying them out over their 
counter, as now. 

The fear that this currency will be put out by interior banks 
and kept out is dissipated in the light of experience. They can- 
not keep it out. The average life of a credit note, with ample 
redemption facilities, is in sharp contrast to the life of our 
bond-secured notes redeemable at Washington, on the extreme 
eastern border of the country, and is well illustrated by the fol- 
lowing averages: 

Days 

The note of the Scotch banking system remains out 18 

" " " Canadian banking system remains out 30 

" " " New England (Suffolk) banking system remains out. 45 
" " " National banking system remains out 730 
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The Dominion of Canada is composed of provinces and enjoys 
the advantages of a credit currency. Her bank-notes were at a 
discount in the different provinces until a Dominion law required 
redemption agencies to be maintained in each province; since 
then they have passed at par. With our wonderful facilities for 
transportation, is it not fair to assume, then, that the average 
life of a credit note in this country would not exceed thirty days? 
The charge that this currency would be utilized by the New 
York banks in the interest of Wall Street is wholly without foun- 
dation. Neither bank-notes nor any other form of currency enter 
into Wall Street transactions. Such transactions are consum- 
mated by means of checks. Eeserve money may be the basis of 
credit extended to Wall Street, but bank-notes cannot be, and, 
as we have seen, as soon as National bank-notes reach the banks 
they are forwarded to Washington for redemption and reserve 
money received therefor. Hence the proposed currency is not a 
device in the interest of Wall Street. The practical operation 
of the law would, I think, be this: During crop-moving periods, 
the banks outside of reserve cities would first utilize their power 
to issue notes in order to satisfy the demand made upon them, 
instead of calling, as now, upon reserve cities for currency. Their 
power in that respect utilized, the reserve cities might, in turn, 
issue currency; and, if the demand increased, a point might be 
reached where central reserve cities could issue currency and keep 
the same in circulation until the crop-moving period had passed, 
or other demand, whatever its occasion, had been satisfied. The 
benefit which would accrue to New York, Chicago, St. Louis and 
other money centres would be indirect, in removing or relieving 
the demand upon their reserve money, which every fall brings 
around. This fact cannot be too strongly emphasized, that ample 
redemption facilities, with the general redemption which would 
follow, is a complete answer to the charge that the proposed cur- 
rency would amount to inflation, and that interior banks would 
keep the maximum out at all times. They could not keep it out 
unless the business demand for currency was pronounced and ex- 
treme, and then it should be kept out in the interest of the general 
welfare. Whenever the money rates relax and the currency 
demand lessens, it would flow in for redemption. That is proven 
by experience where credit currency has been and is being used. 
The self-interest of each bank will facilitate the redemption of 
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the notes of all other banks. The best of our old State banks 
vindicated credit currency; notably, the saving-fond system in 
New York and the Suffolk system in New England. Belgium, 
Germany, Prance, Austria, Scotland and Canada, by their sys- 
tems now in operation, afford practical proof that the proposed 
currency plan is both safe and wise. Our present currency law 
was enacted by Congress more than forty years ago, for the avowed 
purpose of making a market for Government bonds, which were 
made a basis for circulation. Our Government enjoys the highest 
credit enjoyed by any nation, and its bonds are eagerly sought, 
and yet the currency law remains unchanged. We are the great- 
est commercial nation, and yet our currency is least adapted to 
the varying needs of commerce. The adoption of credit currency 
in this country is inevitable; is it not wise to take a lesson from 
our competitors in world commerce and inaugurate a change 
now? 

A. B. Hbpbuen. 



